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RECEIVED

Before the MAR 10 1993
FEDERAL COMMUNICATIONS COMMISSION
Washington, D.C. 20554 FEDERAL COMMLINICATIONS COMMISSION
OFFICE OF THE SECRETARY
In the Matter of: )
Simplification of the ) ¢C Docket No. 92-296
Depreclation Prescription )
Process )

COMMENTS OF CINCINNATI BELL TELEPHONE COMPANY

Cincinnati Bell Telephone Company (CBT) submits the
following comments pursuant to the Commiasion's Dscember 29,
1992 Notice of Proposed Rulemaking (NPRM) in the
above-captioned proceedinq.l/ CBT supports the comments
being filed by the United States Telephone Association (USTA)
in this proceeding, snd offers these additional comments
addrenssing issues of mpecific concern to CBT, a rate-of-return

carrier,

I. BUMMARY AND OVERVIEW

CBT aupports the Commiasion's desire to simplify the

depreciation prescription process. The current procedures for

Brocess, CC Docket No. 92-296, Notice of Proposed
Rulemaking, FCC 92-537, released December 29, 1992.



arriving st deprecistion rates are far too time consuming and
expensive, both for carriers and the Commission. 1In addition,
the structural changes in the local exchange market which have
taken place since the 19408, and, in particular, the rapid pace
of growth in competition in recent years, provide further

impetus to simplify the depreciation praescription process.

In today's competitive environment, CBT, like other
local exchange carriers (LECs) and interexchange carriers
(IXCs), needs increased flexibility to control and meanage its
business assets. The Commission's current depreciation
procedures rely heavily on historical data, which produce
depreclation rates that are often inappropriate for today's
environment where technology is changing rapidly, competition
is a reality, and customers are demanding a wider variety of
naw, sophisticated services. Today's competitive environment
calls for a more forward-looking approach to better serve the
public interest. It alzo demands that carriers be given the
opportunity to establish depreciation rates which truly reflect

aconomic consumption.

The NPRM proposes four options for simplifying the
determination of depreciation expenses: (1) the basic factor
range option; (2) the depreciation rate range option; (3) the

depraciation schedule option; and (4) the price cap carrier




option.Z/ With respect to each option, the Commission seeks
comment on a variety of specific issues. CBT submits that of
the four optiona set forth above, the price cap carrier option
would provide the best means of achieving the Commission's
simplification goals in this proceeding, and give carriers the
flexibility they need to compete in today's competitive
marketplace. Az suggested by USTA, if the price cap carrier
option is adopted by the Commimsion, it could also easily
accommodate rate-of-return carriers, If the goal of
gimplification is to be most effectively achieved, it is not
necessary to adopt one plan for price cap carrlers and snother
for rate-of-return carriers, especially when there are
currently only two rate-of-return carriers for whom the
Commission prescribes depreciation rates. The focus should be
on simplification of procedures that enable all exchange
carriers to rempond to the competitive marketplace irrespective
of the form of regulation under which the carrier operstes. In
addition, as discussed herein, there are already sufficient
safeguards in place to prevent potential abuses by

rate-of-yeturn carriers should the Commission decide to adopt

the price cap carrier option for all carriers.

a7/ NPRM at paragraph 9.




should the Commission decline to sdopt the price cap
carrier option, or adopt it for price cap carriers only, CBT
submite that the depreciation rate range option, with the
modifications set forth herein, would be acceptable to CBT, as
would the basic factors range option, The depreciation
schedule option, however, is the lesast desirable option and
should be rejected. CBT hereinafter addresses these three
options. 1If either of the range options is implemented, all
accounts should be included. If only selected accounts are

included, the maximum benefits of simplification will go

unrealized.

11,

Under the depreciation rate range option, tha Commisasion
proposes to use industry data to establish a range of
depreciation rates for each applicable account. Carriers would
select a rate from the range and apply it to the appropriate
plant account balance to calculate their depreciation
expenles.aj According to the Commission, the primary
difference between thig option and the basic factor range
cption is that depreciation rates would be established without

resorting to the current formula.i/

i/ NPRM at paragraph 10.
& NPRM at paragraph 10.



CBT submits that if the price cap carrier option is not
permitted for rate-of-return carriers, then the depreciation
rate range option would be the most suitable for rate-of-return
carriers. This sssumes that the true intent of the
deprecietion rate range option is to reduce costs and provide a
reasonable range of depreciation rates from which carriers can
select appropriate rates to meet their individual needs.
However, 4if the depreciation rate ranges established under this
option are toc narrow, and csarriers are not permitted to
propose rates outside those ranges in appropriate
circumstances, then this option may well prevent the full
recovery of investment. The primary goal of this docket should
be the esstablishment of a simplified depreciation process that
reducas costs, includex appropriate rate levels, and is
flexible enough to accommodate carriers whose individual
clircumstances warrant depreciation rates outside the
predetermined ranges. In sddition, the depreciation rate
ranges established under this option must be wide enough to
accommodate the various reserve positionsi/ throughout the
industry. With sufficiently wide ranges, companies will be
eble to propose depreciation rates thet include any
amortizations of depreciation reserve imbalances that may be

necessary. If the ranges are not sufficiently wide, then there

-74 NPRM at parzagraph 32.




must be a plan in place to allow for the amortization of

depreciation reserve imbalances.

- The NPRM geeks comment on how the ranges of depreciation
rates should initislly be established.il CBT agrees with the
Commission's tentstive conclusion that industry-wide data
should be the initial basis for determining rate ranqeu.Z/
CBT submits that the Commission should compile or supervisge the
accumulation of such industry-wide data., CBT slso submits that
the industry-wide data should include information from all
carriers for whom the Commission has traditionally prescribed
depreciation rates (l.s. IXCs and LECs). CBT belleves the
inclusion of all such carriers is appropriate in an industry
where tachnology does not differ significantly among carriers
and where the Commission desires to ensure the timely recovery

of similar technology for all carriers subject to its

regulation,

CBT submits that the industry-wide data should be
weighted by investment dollars, CBT agrees with the Commission
that the initial ranges should include currently prescribed

depreciation tatas.ﬁ/ However, carriers' besat estimates as

[-74 NPRM at paragraph 27.
/4 NPRM at paragraph 27,
8/ NPRM at paragraph 26.




supplied in depreciation rate studies should also be taken into
consideration. In addition, on a going forward basis, the
depreciation rate ranges could be benchmarked against the rates
of companieg such as alternative access providers, cellular
carriers, two-way capable cable providers and the private

networks of large corporations.

Once the industry-wide data and carrier-supplied
depreciation rate studies described above are compiled, such
information should be used to construct a weighted mean with a
range of plus or minus two mtandard deviations about the

weighted mean. Buch & range would accommodate approximately 95

percent of the industry-wide data, allow carriers to respond to.

changing market conditions, and minimize the number of carriers
requesting rates outside the range. A range of plus or minus
one standard deviation, as the Commission auqqasts,al would
exclude 32 percent of the previously prescribed industry-wide
data. The purpose of the depreciation rate range option should
be to establish 2 range of "normal" depreciation rates from
which carriers may select rates to meet their individual needs,
and there should be no restriction on the percent change
between consecutive periods as long as the chosen rate falls

within an established range.

8/ NPRM at paragraph 27.



must be a plan in place to allow for the amortization of

depreciation reserve imbalances.

~ The NPRM seeks comment on how the ranges of depreciation
rates should initially be established.if CBT agrees with the
Commission's tentative conclusion that industry-wide data
should be the initial basis for determining rate ranqoa.z/
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74 NPRM at paragraph 27.
74 NPRM at paragraph 27,
8/ NPRM at paragraph 26.




The Commission tentatively concluded that under the
depraciation rate range option, the use of rates within the
established ranges should be mandatory for all carrieru.lﬂ/
CBT submits that the ranges established under this option
should not be absolutely mandatory since carriers will face
unique circumstances from time to time. This is consistent
with the Commission's current depreciation procedures which
allow depreciation rates to vary significantly from industry
averages in appropriste circumstances. CBT submits that the
Commission should allow carriers to supply supporting data to
justify rates outside the range when they believe it is

necessary.

The Commission algo tentatively concluded that it should
not establish rate ranges for all plant accounts at this
time.ll/ In the interest of true gimplification, CBT urges
the Commission to establish rate ranges for all accounts, and
give carriers the discretion to select any rate within those
ranges, CBT submits that there are already sufficient
safeguards in place to prevent unbridled discretion by carriers
in thelr deprecistion practices. These safeguards include:

(1) regulatory filinga such as ARMIS, Form M and service outage

10/ NPRM at paragraph 28,
i1/ NPRM at paragraph 28.




reports; (2) prior Commission orders prohibiting
over-racovery:lz, (3) internal and external auditors who

ensure that carriers remain in compliance with regulations
promulgated by the Internal Ré&enua fervice, the Securities and
Exchange Commission, and the Generally Accepted Accounting
Principles Board; and (4) the comments of other parties during
Commission proceedings. In light of these safeguards, carriers
need not be further restrained in their selection of

depreciation rates within established ranges.

The NPRM meeks comment on whether the depreciation rate
range option should be implemented for all carriers at the same
time.+d/ CBT submits that carriers should be provided the
option to phase in the new procedure under the normal
three-year represcription cycle. Such a timeframe would give
carriers time to make any procedural or programming changes
that may be necessary, and lessen administrative burdens. The
new procedure should be implemented for carriers subject to
depraciation prescription in 1994, Once this simplified

depreciation methodology is implemented, carriers should be

12/ For

gection 0¢({b ong A ~f 1934
Anended, Ordasr, PCC 83-587, released December 20,
1983, at paragraph 53.

i3/ NPRM at paragraph 28.




permitted to change their depreciation rates annuallyli/ as
long as the chosen rate is within the established range.
Permitting carriers to change their depreciation rates on an
annual basis would allow them to respond more gquickly to
changes in technology or increased competition, As suggested
above, carriers must also be given the opportunity to supply
supporting data to justify rates outside established ranges

when c¢ircumstances warrant.

The NPRM aska whether the Commission should review
depreciation rate ranges on a less frequent basis than it now
reviews individual company depreciation rataa.lﬁ/ CBT
submits that reviewing depreciation rate ranges once every five
or ten years would be ill advised due to the rapid pace of
technological advancement and changes in customer demand,
Accordingly, CBT submits that deprecistion rate ranges for
technology-driven accounts should be reviewsed by the Commission
at least once every three years. A five-year review cycle may
be sufficlent for the remaining accounts., When reviewed,
changing factors should be recognized by establishing new

waighted means based on various carriers' current rates. The

14/ Rate-of-return carriers should be permitted to elect
the effective date of any such change to correspond
with the annual Access Filing.

137 NPRM at paragraph 29.
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rates used to establish the new weighted means should include
rates approved based on out-of-range submissions by carriers.
The new ranges should then be plus or minus two standard

deviations about the new means,

ITI. THE BARIC FPACTORS RANGE OPTION

Under the basic factors range option, the Commission
proposes to simplify the depraeciation process by establishing
ranges for the basic factors that determine the parameters used
in the current depreciation rate formula, the FRS8, the
projected life and survivor curve (the basic factors that are
used to develop the parameters that depreciation rate).lﬁ/

This proposal would essentially eliminate the need for carriers
to submit detailed studies in support of their proposed
factors.ll/ Many of CBT's comments regarding the

depreciation rate range option sre applicable to the bagic
factors range option as well. For example:

(1) range widths must accommodate a majority of the

carriars;

{(2) industry-wide data should be used to construct a

weighted mean with a range of plus or minus two
standard deviations;

16/ NPRM at paragraph 9.
12/ NPRM at paragraph 9.
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(3)

(4)

(5)

(6)

(7)
(8)
(3)
(10)

(11)

initial ranges should be based on data of local
exchange carriers and interexchange carriers;

data could be benchmarked against all organizations
who depreciate telecommunications equipment or have
the ability to compete with local exchange carriers;

there should be no restriction on the percent
change within the range between consecutive periods;

the use of ranges should not be mandatory.
Carriers should be allowed to propose dapreciation
rates which fall outside the established range as

circumstances warrant;
u;l accounts should be included;

carriers should be provided the option to phase in
the new procedure under the normal three-year
represcription cycle;

carriers must be allowed to change parameters
within the established range;

the Commission should conduct a range review every
three or five years depending on the account; and

new ranges ghould be established based on the
current parameters used by carriers,

In addition, if the basic factors range option is

chosen, CBT submits that a standard curve should be selected

for each account used by carriers. In light of its proposed

use of industry-wide data to determine a range of curve shapes

for accounts rather than account-specific data for individual

carriers, the Commission seeks comment on whether it should

continue to

use its equal 1life group (ELG) p:ocedureu.ln/

CBT believes that ELG methodology is appropriate. Selection of

487 NPRM at paragraph 25,

- 12 -
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a standard curve will, in effect, create a standard ELG
straight-line recovery pattern. Although not carrisr-specific,
this ELG pattern should more accurately reflect average
consumption of investments. Remaining-life methodology should

continue to be employed to ensure recovery.

Iv, IHE DEPRECIATION SCHEDULE OPTION

ﬁndor.the depreciation schedule option, the Commission
proposes to simplify the depreciation proceas by establishing a
deprecistion schedule for each plant account. Once
establighed, carriers would apply the deprecliation schedule to

their investment by vintage.lﬂ/

CBT opposes implementation of the depreciation schedule
option, This option is too restrictive for today's competitive
marketplace, and transfars management responsibility from
carriers to the Commission. In addition, this option, as the
Commission noted, 4% offers the largest deviation between the
allocation of costs and plant consumption. This option also

may reqﬁire the tracking of accruals by vintaqe.ZI/ a

19/ NPRM at paragraph 1l.
20/ NPRM at paragraph 33
a1/ NPRM at parasgraph 36
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requiremant that would significently complicate current
accounting processes. With the increasingly competitive
environment, carriers need to be able to respond gquickly. The
rigidity of the depreciation schedule option would cause
carriers to submit studies for rates other than those
specified, thereby nullifying any hoped for simplification. In
addition, many accounts are too volatile to be forced into an

arbitrary depreciation schedule.

v. BALVAGE

In response to the Commission's request for
comment,zz/ CBT submits that the Commission should not change
its approach to salvage. CBT believes little simplification
would be achieved by removing salvage from the depreciation
process. If the salvage revenue and the cost of removal for
each retirement were considered to be income and expense items,
there would ba two major concerns on CBT's part. Firat, a
coneiderable effort would be required to ravise the accounting
systems and retrein employees. Second, forecasts £or the
revenues and the expenses generated by retirements would be
required to be part of a compeny's annual revenus and expense

forecasting process. Depending on the account, then, there may

22/ NPRM at paragraph 43,
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well be wide fluctuations in salvage revenues and cost of

removal ezpenses from year to year making forecasting extremely
difficult. Any simplification achieved in the Capital Recovery
process would be offset by the effects of the change in salvage

treatment.

VI.  CONCLUSION

CBT supports the Commission's efforts to simplify the
depreciation preacription process and submits that the price
cap carrier option for all carriers would provide the maximum
benefit of the four options. It would gimplify current
depreciation procedures tremendously, and give carriers the
flexibility they need to compete in today's rapidly changing
environment. However, should the Commission decline to adopt

the price cap carrier option, or adopt it for price cap

- 15 -
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carriers only, then the depreciation rate range option and/or
the basic factor range option, with the modifications suggested
herein, would be acceptable for CBT. Maximum benefits would be

achieved by the inclusion of all accounts.

Respectfully submitted,
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Christopher J. Wilson
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